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ARGENTINA - KEY ECONOMIC INDICATORS 


All values in U.S. $ million Exchange rate as of Nov. 30, 1977 
and represent period averages one dollar equals 559 Argentine 
unless otherwise indicated pesos 


% Change E 
1975 1976 1977 
1976/75 


INCOME, PRODUCTION, EMPLOYMENT 


ee ca aS 


GDP at Current Prices 
GDP at Constant (1960) Prices 
Per capita GDP, Current Prices 
Plant & Equip. Investment (1960 Prices) 
Indices: (1960=100) 
Industrial Production 
Avg. Nominal Industrial Wage 
Population (000) 
Labor Force (000) 
Avg. Unemployment Rate (%) (July) 


MONEY AND PRICES 


Money Supply (Mj) (Dec.)(Billion Pesos) 1/ 260 5 2,100 
Interest Rate (Dec.) (Commercial Banks 2/ N.A. 294 7% 
Indices: (Annual Average) 
Wholesale Prices (1960=100) 7,384 . 111,700 
Retail Prices (1974=100) 271 : 4,100 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec.) 620 1,612 ‘i 3,800 
External Public Debt 3/ 5,295 6,650 Zo. 7,000 
Balance of Payments - 1,095 + 125 ~ + 1,750 
Balance of Trade - 985 + 883 - + 1,300 
Exports, FOB 2,961 3,916 32.2 5,500 
U.S. Share (%) 6.4 6.9 - 5.0 
Imports, CIF 3,946 3,033 - 23.1 4,000 
U.S. Share (%) 16.2 Loy - 18.0 
Main imports from U.S. in 1976: Commodity, Quantity (in million pounds) and 
Value (in million dollars); Organic Chemicals 129.6/59.7; Coal Anthracite & 
Bituminous 1,059/30.1; Antibiotics, bulk 0.01/11.9; Aircraft, heavier than 
air 0.1/45.1; Metalworking machinery excl. mach. tools 4.2/11.4; Pumps centri- 
fuges and parts 3.7/15.7; Engines, Int. Com., excl. aircraft 2.8/11.3; Construc- 
tion & Mining Mach. 5.9/14.3; Mechanical Handling Mach. & Equip. 5.7/12.0. 


E: Estimated 

1/ Currency in hands of the public and demand deposits. 

2/ Transferable 30-day CD's on loans (effective annual rate). 

3/ Capital only, including undisbursed. 

Sources: Ministry of Economy, National Institute of Statistics and Census, 
Central Bank, and U.S. Bureau of Census. 





ARGENTINA 


Summary 


Overall, 1977 was a good year, with GDP growing almost 5 percent 
after two successive years of declines in production. However, 

at year-end the Argentine economy was suffering from a general 
malaise attributable to dampening effects of the Government's 
stabilization program. A sharp deceleration in monetary expansion 
in the last quarter drove interest rates to unprecedented levels 
and increased the bankruptcy rate. The economic slump is expected 
to continue through the first quarter of 1978, with the economy 
gaining strength during the remainder of the year. The Government 
has clearly given combatting inflation its highest priority and 
announced particularly austere fiscal and monetary objectives 

for 1978. Argentina's inflation, which at 170 percent in 1977 

was the highest in the world, has generated labor unrest among 
workers whose wages have not kept with price increases and have 
therefore seen their purchasing power eroded. Government workers 
have suffered particularly from the Government's restrictive 

wage policy and have been promised substantial wage increases in 
real terms over the next three years. The external sector 
continued to record dramatic successes, with both exports and 
foreign exchange reserves reaching all-time highs in 1977. 
Although exports may drop a little in 1978, Argentina is expected 
to have a surplus in its balance of trade, although smaller than 
in 1977. 


Argentina offers an attractive, growing market for U.S. suppliers 
and investors. During the first nine months of 1977, U.S. exports 
to Argentina posted a strong 48 percent increase and the outlook 
is good for a continued, if less spectacular, expansion in 1978. 





Year Ends with Economic Slump 


At year-end 1977, the Argentine economy was suffering from a 
general malaise attributable to effects of the Government's 
Stabilization program. Overall, 1977 was a good year, with 

GDP growing almost 5 percent after two successive years in 
declines in production (-2.9 percent in 1976 and -1.4 percent 

in 1975). During the first nine months, economic activity picked 
up steadily, with GDP growth reaching 7.9 percent in the third 
quarter and placing a pressure on resources which led to an 
upturn in the rate of inflation. To prevent the economy from 
becoming overheated, the Government adopted a tight monetary 
policy in August which successfully dampened economic activity 
in the fourth quarter to a level more compatible with the objec- 
tive of reducing inflation. The economic slump is expected to 
continue through the first quarter of 1978, with the economy 
gaining strength during the remainder of the year. Much will 
depend on the Government's ability to withstand political 
pressures for a more stimulative fiscal-monetary policy and 

for substantial increases in real wages. If successful in 
meeting its stabilization objectives, GDP growth for full-year 
1978 will be around 4-5 percent. 


Benefiting from good climatic conditions, and responding to the 
Government's liberalization of controls and pricing, the agricul- 
tural sector produced a bumper grain and oilseed crop during the 
1976/1977 season -- 34 percent more than the previous year. 

The prospects for the 1977/1978 crop are not as favorable. As 

a result of low international prices and a six-month long drought 
in the West and Southwest of Argentina, the 1977/1978 wheat crop 

is estimated at 6.0 million tons -- roughly a 46 percent drop 

from the previous season. With the exception of oilseeds and 
sorghum, decreases of smaller proportions are expected in other 
crops, with total crop production estimated at 27.3 million tons -- 
15 percent below the record 32.3 million of the year before. 
Agricultural exports will consequently decline by about $200 million, 
totaling an estimated $3.6 billion in 1978. 


The manufacturing sector, which bore the brunt of the recession 

in 1976, posted a moderate recovery in 1977, with overall production 
about 4.5 percent higher than in 1976. Performance was mixed, 

however. Industries producing consumer goods for the domestic 

market generally remained depressed whereas those producing 

inputs for the agricultural sector or capital goods for the 

industrial sector registered major advances in utilization of 

installed capacity and in some instances even embarked on an 

expansion of production. Demand for capital goods and raw materials was 





stimulated by a substantial increase in gross fixed investment 

(up 24.1 percent for January-September 1977 period) and in 
particular in investment in machinery and transportation equipment 
(up 32.9 percent). Demand for a consumer products, on the other 
hand, continued to be adversely affected by the low level of 

real wages and by the increased level of private saving as a 
result of the high interest rates offered in the financial sector 
(savings in the third quarter of 1977 reached a historical high 

of 30.5 percent of GDP). 


After a steady increase in general manufacturing activity, 
culminating in a particularly strong third quarter (up 9.3 percent 
over same quarter in 1976), production in the fourth quarter 
registered a substantial drop as the restrictive monetary policy 
began to take effect. In addition, there is some indication 

that the Government-imposed price “truce"* stimulated consumers 
to make purchases (e.g. cars) and companies to build up stocks 

of raw materials and parts in anticipation of sharp price rises 
when the price controls were removed. Such advance purchases 
contributed to the drop in demand for industrial products in the 
last few months of 1977 and the effects will probably linger on 
through the first quarter of 1978. This moderation in growth, 
coupled with an increase in bankruptcies resulting from high 
interest rates, has understandably created some concern among 

the firms and workers who have been affected by the Government's 
efforts to cool the economy. Industrial activity, however, is 
expected to pick up again by the second quarter of 1978 as stocks 
on hand are used up. 


Inflation Continues to be Argentina's Most Pressing Problem 


Inflation continues to be Argentina's most pressing problem. For 
full-year 1977, the Consumer Price Index showed a rise of around 
170 percent -- about half the increase in 1976 (347 percent) but 
still the highest inflation rate in the world. In 1977, the 
Government used a variety of instruments to combat inflation: 
fiscal austerity, direct price controls, the reduction of import 
tariffs, and a tight money policy during the last four months 


* Price truce officially lasted 120 days -- March 7 - July 8 but 
price controls were kept on a substantial number of leading firms 
and products. 





of the year. The results were disappointing, with price 
increases substantially higher than the Government's original 
projections. 


A private survey conducted in December 1977 showed that Argentine 
businessmen expect inflation to continue high in 1978, with their 
price projections averaging out to a 107 percent increase. The 
Government, on the other hand, announced that its restrictive 
fiscal-monetary policies will be able to bring inflation in 1978 
to well below 100 percent. 


Monetary Expansion Decelerates 


The Central Bank's principal policy goals in 1977 were: a 
moderate expansion of the money supply; positive interest rates 
to encourage saving by the public; and maintenance of a realistic 
foreign exchange parity through daily minidevaluations. 


Through factors largely beyond its control, the Central Bank's 
monetary policy met with mixed success in 1977. Two factors 
combined to promote a greater increase in the money supply than 
in retrospect was desirable: (a) a much larger than expected 
balance of payments surplus; and (b) the decision by the Ministry 
of Economy to keep the yield on Treasury bills below that of the 
financial market in an effort to avoid upward pressures on 
interest rates -- a decision which resulted in a greater amount 
of the budget deficit being financed through the Central Bank. 
During the last four months of the year, however, the monetary 
expansion decelerated sharply, both as a result of the conscious 
decision on the part of the Government to dampen the economy 
which was on the verge of becoming overheated, as well as because 
the amount of budget financing required diminished sharply with 
the increased revenue from the "whitewashing" and the smaller 
surplus in the balance of trade. The result was a jump in 
interest rates during the last few months of 1977 to levels 
unprecedented in the history of Argentina - e.g. 259 percent 
compounded annual rate for 30-day deposits and 385 percent for 
30-day loans. When the high local interest rates encouraged 
borrowers to seek credit from abroad and produced a substantial 
inflow of capital, the Central Bank sought to neutralize this 
source of money expansion by raising the minimum term for foreign 
financial loans to two years. At the same time, it reduced the 
reserve requirement to 44% (previously 452). 





Progress Made in Reducing Fiscal Deficit 


In 1977, the Government succeeded in reducing the budget deficit 
to around 3 percent of GDP, a substantial improvement over the 
7.8 percent of GDP deficit in 1976. The Government made a major 
effort to increase revenue, raising tax collection through a 
series of such measures as: indexation of tax debt; emergency 
taxes; property taxes; higher fuel taxes; and fiscal absolution 
or "whitewashing" for payment of back taxes, combined with threats 
of greater punishment for tax evasion. The result was impressive, 
with tax revenue up 123 percent in real terms during the first 
nine months of 1977 as compared with the same period the previous 
year. 


On the side of outlays, the Government also made considerable 
progress. Compared with the same period in 1976, Treasury sub- 
Ssidies to the provincial Governments were reduced in real terms 
by 77 percent and to the state enterprises by 27 percent in the 
January-September 1977 period. These Government entities 
augmented their own sources of revenue, either by raising local 
taxes or utility rates. In addition, they were forced to obtain 
an increasing amount of financing for investment projects from 
the private financial market rather than the Treasury. The 
Government also made considerable progress in reducing the level 
of the public rolls which had greatly swelled during the 
Peronist regime and in initiating the return to the private 
sector of those companies which came under state control because 
of bankruptcy. 


With the fight against inflation being given the highest priority, 
the Government has announced that the budget deficit in 1978 

will be reduced to one percent of GDP and that it will be fully 
financed through public borrowing rather than monetary emission. 
The task will be a difficult one. The Government's commitment 

to raise public sector salaries in 1978 will add about one percent 
of GDP to budget expenditures. In addition, the Government will 
face the politically difficult task of resisting most of the 
demands for Treasury financing for new investment projects 

desired by provincial Governments and state enterprises. 





Labor and Wages -- Polemical Issues 


During 1977, the Government gave the private sector progressively 
greater freedom to set wages by increasing the margin of "flexi- 
bility" for wages above the government-established base contract 
wage*. By year-end 1977, the margin of flexibility had been 
increased to 40 percent and the Government has announced that 

it will be increased even further in 1978. In actual practice, 

a large number of private firms in 1977 were already paying wages 
above the maximum limits set by the margin of flexibility, either 
to avoid labor unrest or, as was becoming increasingly more 
prevalent, to keep or attract workers in short supply. Many 
workers, particularly those for small firms or in industries 

which have been depressed, opposed the Government's policy of 
flexibility because companies are not obliged to pass any increase 
to the workers and in many instances probably did not - at least 
to the full extent permitted. Moreover, many firms took advantage 
of the margin of flexibility to increase the wage spread between 
workers at the top end of the wage scale and those at the bottom -- 
a spread which became so narrow during the Peronist period that 
there was little incentive to assume greater responsibilities. 


With respect to Government workers, the Government in 1977 kept 
real wages intentionally low, both to limit the size of the 

budget deficit and to encourage superfluous workers to move 

to higher paying jobs in the private sector. Although the 

policy was effective in reducing the size of the Government 
personnel rolls, it also made it difficult for the Government 

to attract or maintain high caliber professionals. The policy 

has led to considerable unrest among Government workers, 
particularly those in the state enterprises. In October, 

because of a delay in extending the margin of flexibility to 
workers in state enterprises there were a series of wildcat strikes 
which seriously disrupted public services. The Government responded 
with strong measures against strike instigators and at the same 
time gave wage increases within the flexibility margin. Sub- 
sequently, the Government announced that it would raise Government 


* The Government sets the base contract wage for specific types 
of workers. Wages paid within the margin of flexibility above 
the base contract wage are deductible as costs for tax purposes; 
wages may be paid in excess of these amounts but are not tax 
deductible. 





salaries between 50 and 100 percent in real terms, depending 
upon the job category, over a three year period beginning 
January 1, 1978. 


The Government's economic policy has sought to minimize the 
social costs of its stabilization program, keeping unemployment 
low (3.3%in July 1977). While accepting an initial reduction 

in real wages in 1976 (private studies estimate that real wages 
declined between 18-25 percent in 1976), the Government has also 
indicated that it hopes that its economic program will raise 
real wages as the productive capacity of the economy increases. 
The impact of the program on real wages in 1977 is a subject 

of intense debate. Whatever the actual impact was, it is clear 
that many workers felt that their purchasing power had continued 
to be eroded in 1977. 


Foreign Sector Continues to Record Dramatic Successes 


The foreign sector of Argentina continued to record dramatic 
successes, exceeding even the most optimistic projections. 

Even with the liquidation of roughly $600 million in short-term 
foreign exchange guarantee obligations existing at the beginning 
of the year, Argentina's foreign exchange reserves stood at about 
$3.8 billion in December 1977 -- over double the level of reserves 
at year-end 1976. The balance of trade for full-year 1977 is 
expected to show a surplus of $1.5 billion, with exports of 

$5.5 billion (up 40 percent) and imports of $4.0 million (up 33 
percent). Deducting the deficit of $235 million in services, 

the current account surplus for the year is around $1.3 billion. 
In addition, Argentina had a substantial net inflow in its capital 
account, particularly in the last quarter when domestic interest 
rates started to soar and firms started to borrow funds from 
abroad even though they had to assume the exchange risk. At the 
same time, by raising the minimum term for financial loans, the 
Government extended overall maturity of Argentina's external debt. 
Given its strong reserve cushion and healthy balance of payments 
outlook, Argentina should have little difficulty in servicing 

its external debt in 1978. 


The trade outlook for 1978 is very good, if not as spectacular as 
in 1977. Exports are expected to exceed $5 billion and imports 

to rise to reach at least $4.3 billion, leaving a balance of 

trade surplus of about $700 million. Much will depend on world 
prices for agricultural products; the ability of Argentina to find 





a market for its meat; and the general vitality of the economy. 


Implications for the U. S. 


Argentina in 1977 was one of the world's most rapidly growing 
markets for U.S. exports, which registered a 48 percent increase 
during the first nine months of 1977. The outlook is good for 
continued expansion of U.S. exports to Argentina in 1978 as the 
economy generates increased demand for imported products and in 
particular capital goods and raw materials. Favorable factors 
include a recent liberalization of imports, reduction of import 
duties, and record level of reserves. In the light of Argentina's 
strong financial position (reserves cover over 11 months of 
imports), U.S. private commercial banks and the Eximbank and FCIA 
have liberalized their lending, guarantee, and insurance policies 
to support U.S. exports to Argentina. In addition, the IDB and 
IBRD in 1977 approved a total of $515 million in loans to 
Argentina to finance highway, industrial development, cellulose, 
gas pipeline, water supply, and petrochemical projects. Some of 
these projects will begin to be implemented during the next year 
and could present attractive opportunities for U.S. suppliers. 
For a detailed assessment of export opportunities, interested 
U.S. suppliers may wish to obtain from the U.S. Department of 
Commerce a copy of the latest "Best Prospects" report for 
Argentina. 


U.S. direct investment in Argentina totaled about $1.4 billion 
at year-end 1976, and, although figures are unavailable, 
continued to increase in 1977. The Argentine Under Secretary 
for Foreign Investments reported that 200 foreign companies 
invested around $250 million in Argentina in 1977, with half of 
the capital coming from reinvested earnings and the remainder 
from abroad. The increase in foreign investment reflects renewed 
confidence by foreign investors in the investment climate of 
Argentina. The Government has publicly welcomed foreign invest- 
ment, promulgated a series of new laws providing for more 
favorable treatment of foreign investment, and proceeded to 
settle virtually all of foreign investment disputes inherited 
from the Peronist regime. Although terrorist activity continues, 
the security situation has improved to the point that some 
foreign companies are beginning to assign their own nationals 

to positions with their affiliates in Argentina. Assuming a 





gradual recovery of the manufacturing sector from its current 
slump, as well as continued economic and political stability, 


U.S. investment in Argentina is likely to continue to increase 
in 1978. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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